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ABSTRACT 
Hong Kong clothing industry is continually facing 
unfavourable international economic environment. Far 
Eastern Economic Review (Hong Kong) in 1988 proposed that 
most Asian clothing manufacturers in the relatively-
developed countries would follow the emerging pattern of 
establishing foreign subsidiaries, improving design and 
materials, and upgrading production facilities but the 
notion is not under empirical verification. The current 
study is an attempt to fill this gap, namely, to 
investigate the current strategies of clothing 
manufacturers and their opinions towards future growth. 
Results suggested that the manufacturers have really 
adopted the three strategies. However, the strategy of 
improving design and materials is done in a passive way. 
For the future growth, the manufacturers are expected to 
adopt strategies of subsidiaries portfolio, cooperative 
exploration of high-end markets and upgrading production 
facilities to supplement high-end clothing items. 
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According to the theory of International Product Life 
Cycle (工PIjC)i, when a product enters into different stages 
of product life cycle, manufacturers encounter different 
kinds of consideration and there are different locational 
implications. In the new product stage, a newly innovated 
product is usually innovated, manufactured, and marketed in 
the developed country where the product has been created. 
In the maturing and standardized product stage, where the 
need for flexibility in modifying the product declines and 
the concern about production costs rises in importance, the 
production of a product will be moved to developing 
countries. Various researchers have tried to explore the 
wisdom of the theory, the most notably ones being L.T. 
Wells (1966)2, P.J. Buckley ( 1 9 7 6 ” and J. de la Torre 
V e r n o n , Raymond. 1966. "International Investment and 
International Trade in the Product Cycle.“ Quarterly Journal of 
Economics. 80 (May): 190-207. 
^Wells, ]Louis T. Jr. 1968. "A Product lAfe Cycle for 
International Trade". Journal of Marketing. 5 (July): 1-6. 
^Buckley, Peter J. & M.C. Casson. 1976. "The Future of the 
Multinational Enterprise". London: The MacMillan Press Ltd. 
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(1986)1. 
Clothing manufacturing was moved to Hong Kong in the 
1950s. At that time, clothing items have already entered 
their maturing product stage in the developed countries and 
Hong Kong was still a developing country. As predicted by 
the IPLC theory, most clothing manufacturing in developed 
countries began to decline and Hong Kong clothing exports 
to developed countries became prosperous and enjoyed 
persistent growth. 
However, in the mid 1970s, due to rapid local economic 
growth and the rise of various cheap-labour rivals, cheap 
labour costs could no longer be the Hong Kong‘s advantage. 
In fact, Hong Kong has evolved from a developing country to 
a relatively-developed country with respect to per capita 
income. Theoretically speaking, it was the time for 
maturing and standardized clothing items to move out to 
other developing countries so as to start another stage of 
IPLC. 
Obiectives of the Study 
The clothing industry in Hong Kong is continually 
facing unfavourable international economic environment 
resulted from protectionism by its major markets, like the 
quota restrictions erected by the U.S. and the European 
Community, as well as rising competition from cheap-labour 
ide la Torre, Jose. 1986. "Clothing-industry Adjustment in 
Developed Countries." London: The MacMillan Press Ltd. 
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rivals, such as Korea and Taiwan. Clothing manufacturers 
are supposed to adopt different strategies to overcome 
these problems. Emerging patterns in the clothing 
industries of the East Asian relatively-developed countries 
may includei: 
i) Establishing foreign subsidiaries,-
ii) Improving design and materials,* and 
iii) Upgrading production facilities. 
The objectives of this study are: 
i) To provide a general overview of Hong 
Kong clothing industry; 
ii) To find out the existing strategies of Hong Kong 
clothing manufacturers so as to empirically 
verify whether they follow the above patterns or 
not ； 
iii) To explore discrepancies, if any, in the existing 
strategies adopted by "small manufacturers", 
"medium manufacturers" and "large manufacturers"; 
and 
iv) To investigate the possible strategies for local 
clothing manufacturers to maintain future growth. 
1 "Asian Garment Manufacturers Blanche Under US Pressure: 
Knots in the Weave", Far Eastern Economic Review rHong KoncM 




Hong Kong Government publications were reviewed to 
collect information for historical development of the 
clothing industry, quota restrictions, and trade 
statistics. 
A review on texts and journals was also performed to 
find out the strategies and opinions of clothing 
manufacturers, and the theoretical rationale behind the 
development of the Hong Kong clothing industry. 
Interview 
An in-depth interview with an executive of Lee Kong 
Knitters Limited and Lee Man Knitters Limited was conducted 
on February 5, 1990. Through this interview, we grasped 
more information about the clothing industry and the 
difficulties faced by manufacturers, and it helped us to 
fine-tune our questionnaire. 
Mail Survey 
I 
A total of 1,000 (i.e. approximately ten percent of the 
clothing-manufacturer population size) questionnaires were 
sent on February 24, 1990. A pilot survey was carried out 
prior to the formal mail survey in the hope of avoiding any 
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ambiguous phrasings and fine-tuning the questionnaire. 
Since majority of the companies were Chinese owned or 
Chinese managed companies, the questionnaires were written 
in Chinese to facilitate their responses. A copy of the 
questionnaire is shown as Appendix 1. The questionnaire 
was also translated in English and is shown as Appendix 2. 
Systematic sampling was adopted. Two companies were 
picked from every page of Textiles Control Registration 
List provided by Trade Department of Hong Kong Government 
which includes both textile and clothing manufacturers and 
traders of the textile and clothing industries. 
The questionnaire was designed to collect information 
from local clothing manufacturers upon the following three 
major aspects: ‘ 
i) Company profile; 
ii) Existing strategies； and 
iii) Strategies for future growth. 
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CHAPTER 工I 
HONG KONG CLOTHING INDUSTRY 
History 
In the early 1950s, there was a large influx of Chinese 
refugees from mainland China (Appendix 3). This enhanced 
the development of the Hong Kong clothing industry as the 
Chinese refugees brought with them capital and 
entrepreneurial skills. Also, they formed the abundant 
cheap labour supply. 
The clothing industry continued to boom in the 1960s 
and the 1970s. It has become the largest employer and 
export earner since the early late 1960s. The success of 
the clothing industry in the past was mainly attributed to 
the abundant cheap labour supply as this industry is a 
labour intensive one. 
However, Hong Kong has lost this advantage gradually. 
The labour wage in Hong Kong is comparatively higher than 
those in the less developed Asian countries. The 
production cost of Hong Kong clothing industry is thus 
increased. Besides, Hong Kong is facing the labour 
shortage problem and suffers from quota restrictions by its 
major markets. 
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In response to these internal problems and unfavourable 
international environment, some researchers^ have predicted 
that Hong Kong clothing industry is encouraged to go up-
market by adding value on export items and developing new 
high quality products. Automation and mechanization are 
also implemented, like installing computer-aided design and 
manufacturing equipment, to strengthen the competitive 
position of the Hong Kong clothing industry in the world. 
Current Role 
The clothing industry is the most important 
manufacturing sector in Hong Kong. Its dominant role in 
Hong Kong manufacturing sector in the 1980s is reflected by 
its large number of establishments and significant size of 
employment. In 1988, there were 10,412 establishments in 
the clothing industry comprising 20.6 percent of all 
establishments in the manufacturing sector. 286,659 
persons, i.e. 33.9 percent of the total labour force in the 
manufacturing industry, were engaged in the industry in 
1988. By June 1989, there were 9,944 establishments in the 
industry employing 280,965 persons^. 
i"Honq Kong‘s Manufacturing Industries 1988" (May 1989), 
Data and Services Division Industry Department, Hong Kong 
Government. 
^"Industry and Product Profile", Research Department, Hong 
Kong Trade Development Council, December 1989. 
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TABLE 2-1 
NUMBER OF ESTABLISHMENTS AND PERSONS 
ENGAGED IN THE CLOTHING INDUSTRY 
Number No. of Average No. of 
Year of Persons Persons Engaged 
Establishments Engaged per Establishment 
1988 10,412 286,650 28 
( 2 0 . 6 ” （33.9)a 
1987 10,556 298,377 28 
(20.9)a ( 3 4 . 1 ” 
1986 10,392 299,932 29 
( 2 1 . 4 ” （34.5)a 
1985 10,307 292,789 28 
(21.4)a (34.5)a 
Source: "Hong Kong‘s Manufacturing Industries 1988", 
Data and Services Division, Industry Department, Hong Kong 
Government, May 1989, p.39. 
apigure in bracket denotes the percentage share of all 
manufacturing industries in the respective year. 
The clothing industry mainly consists of small-sized 
companies. On average, 28 persons were engaged in each 
establishment in 1988 (Table 2-1). 6,999 establishments of 
the 10,412 establishments, i.e. 67.2% of the total, 
employed 19 persons or less (Table 2-2) . Less than one 
percent of the total number of establishments employed 500 
persons or more. 
The large number of small-sized companies in the Hong 
Kong clothing incJustry may be attributed to the following 
reasons: 
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i) Manufactuirers registered in more than one company name 
so as to get more quota； 
ii) Manufacturers set up different companies to cater for 
different clients; and 
iii) The optimal size for a manufacturer is small so that 
it can easily adapt to the changing environment. 
TABLE 2-2 
NUMBER OF ESTABLISHMENTS AND PERSONS ENGAGED IN 
THE CLOTHING INDUSTRY BY EMPLOYMENT SIZE IN 1988 
Size of Establishment Number Number of 
(Number of Persons of Persons 
Engaged) Establishments Engaged 
1 - 19 6,999 45,087 
(67.2” - (15.7)^ 
20 - 49 1,800 57,858 
(17.3)" (20.2)a 
50 - 99 1,062 73,449 
(10.2)a (25.6)^ 
100 - 199 396 53,359 
(3.8)a (18'.6)a 
200 - 499 129 34,882 
( 1 . 2 ” （12.2)a 
500 - 999 21 14,384 
(0.2)" (5.0)a 
1 , 0 0 0 and above 5 7 6 4 0 
(0.0)' {2.1)^ 
Total 10,412 286,659 
Source: "Hong Kong Manufacturing Industries 1988", 
Data and Services Division, Industry Department, Hong Kong 
Government, May 1989, p.40. 
• apigure in bracket denotes the percentage share of the 
industry in respective size of establishment. 
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The value of gross output of the clothing industry 
contributed 26.2 percent to the total value of gross output 
of all manufacturing industries in 1986 (Table 2-3)• The 
value of gross output of the clothing industry amounted to 
HK$73,909 million in 1987^ 
TABLE 2-3 
VALUE OF GROSS OUTPUT OF THE 
CLOTHING INDUSTRY, 1981 - 1986 
Value Percentage Share of 
Year (HK$ All Manufacturing 
Million) Industries 
1987 73,909 26.1 
1986 59,452 26.2 
1985 46,891 26.5 
1984 49,453 26.1 
1983 43,170 25.3 
1982 33,067 25.0 
1981 34,979 25.6 
Sources: "Hong Kong's Manufacturing Industries 1988", 
Data and Services Division, Industry Department, Hong Kong 
Government, May 1989, p.41 for figures in 1981 to 1986; 
"Industry and Product Profile", Research Department, Hong 
Kong Trade Development Council, Hong Kong Government, 
December 1989 and "Hong Kong Annual Digest of Statistics", 
1989 Edition, Census & Statistics Department, Hong Kong 
Government, p.55 for figures in 1987. 
i"Industry and Product Profile", Research Department, Hong 




.� By Value 
Clothing exports played a significant role in Hong 
Kong»s total domestic exports, comprising over 30% of in 
terms of value in 1980 to 1988 (Table 2-4) • Clothing 
exports amounted to HK$67,309 million in 1988. It achieved 
growth in 1981 to 1988 except in 1985. 
TABLE 2-4 
HONG KONG‘S CLOTHING EXPORTS (SITC 84) 
Value: HK$ Million 
Clothing Growth Percentage of 
Year Export Rate Domestic Exports 
1988 67,309 3.0 30.9 
1987 65,321 25.2 33.5 
1986 52,162 16.1 33.9 
1985 44,912 - 3.9 34.6 
1984 46,714 35.9 33.9 
1983 34,365 19.2 32.9 
1982 28,824 1.9 34.7 
1981 28,288 21.6 35.2 
1980 23,258 15.5 34.1 
. . ‘ • “ • i 
Source: "Hong Kong External Trade", Census and 
Statistics Department, Hong Kong Governinent. 
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By Market 
In 1988, 91% of Hong Kong‘s domestic clothing exports 
went to ten countries as shown in Appeniiix 4. The 
positions of Hong Kong‘s top three major markets: U.S., 
F.R. Germany and U.K., remained unchanged in 1980 to 1988. 
Hong Kong relied heavily on these three markets as 
reflected by their high shares. They accounted for a total 
of 70.7% of Hong Kong‘s clothing export in 1988. The 
percentage share of U.S. in Hong Kong‘s clothing export 
dropped from its highest 55.6% in 1985 to 46.0% in 1988. 
This might suggest that Hong Kong‘s clothing manufacturers 
were trying to avoid over-dependence on its number one 
market, i.e. the U.S. market. China took over Sweden»s 
position as Hong Kong‘s eighth largest clothing market 
accounting for 2.3% of total clothing exports in 1988. 
The percentage share of Hong Kong‘s clothing exports to 
markets other than the ten ones shown in Appendix 4 
continued to decline in 1980 to 1988. Hence, Hong Kong‘s 
clothing export is becoming more and more concentrated on 
the listed ten markets as a whole. Besides extending the 
current markets, Hong Kong clothing manufacturers also 
explored new potential markets. For instance, Taiwan 
experienced the highest growth rate of 225% in 1988 in 
absorbing Hong Kong‘s clothing export and reached a share 
of 0.3%.'' 
i"Hong Kong‘s Major Exports Monthly Statistics", Research 
Department, Hong Kong Trade Development Council. 
13 
From the growth rate of Hong Kong‘s domestic clothing 
export to the major markets, we found that there was 
growing importance in Japan and China markets (Appendix 5) • 
China market experienced the highest growth among all 
markets in 1986 to 1988 and Japan came second in 1986 and 
1987. 
By Type of Materials 
The three major materials in Hong Kong‘s clothing 
exports are cotton, man-made fibres and wool in descending 
order (Appendix 6). They altogether accounted for 78.4% of 
the total clothing exports by value in 1988• -
Cotton clothing continued to be the dominant clothing 
export in Hong Kong in 1980 to 1988. It had shares of over 
45% in these nine years. Man-made fibres clothing stayed 
at its second position in Hong Kong's clothing exports in 
1980 to 1988. However, we noticed that the percentage 
share of man-made fibres in clothing exports has been 
dropping from its 30.9% in 1980 to 23.5% in 1988. Wool 
clothing was Hong Kong‘s third largest clothing export by 
material. Its shares in Hong Kong‘s clothing exports 
remained between 8.5% to 9.9% in 1980 to 1988. 
There was a growing importance in silk clothing in Hong 
Kong丨s clothing exports. It has experienced the largest 
growth in 1988 and the second largest growth in 1987 among 
all materials of clothing exports (Appendix 7)• 
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By Kind of Wear 
Outerwear clothing was the main kind of wear in Hong 
Kong»s clothing export (Appendix 8) . It accounted for 
76.7% of total clothing exports in 1988 in terms of value. 
On the contrary, the importance of underwear and nightwear 
in Hong Kong‘s clothing export declined. Its share dropped 
from 22% in 1980 to 18.7% in 1988. The annual growth rate 
of outerwear clothing averaged at 27.7% in 1980 to 1988 
which was higher than the corresponding 25% of the total 
clothing exports (Appendix 9)• 
By Category -
The top five categories of Hong Kong‘s clothing exports 
in terms of value were sweaters, trousers, blouses, shirts, 
and suits/coats in descending rankings in 1988 (Appendix 
10)• They accounted for 75.3% of total clothing exports in 
1988. Sweaters were the leading export category, with 
share of nearly one-fifth of total exports. Suits/coats 
achieved tremendous growth of 49% in 1988 (Appendix 11)• 
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Quota r^estr士ctions 
Hong Kong was able to export its textile and clothing 
products freely to most countries in the world until 1959 
when Hong Kong agreed to a voluntary restraint of its 
cotton textile exports to the United Kingdom. Thereafter, 
Hong Kong began to form various bilateral textiles 
agreements with a number of countries. The framework to 
form those agreements and the rules to govern the conduct 
of international trade in textiles are embodied in the 
"Arrangement Regarding International Trade in Textiles" 
(commonly known as the Multi-Fibre Arrangement or the MFA) • 
The MFA, in return, is a multilateral treaty negotiated 
under the General Agreement on Tariffs and Trade - (GATT). 
Hong Kong is a party to the MFA as well as a contracting 
party to the GATT^. 
Under those bilateral agreements, a wide range of 
textiles and clothing products was restricted. For some 
products, a specific quantitative level was set and Hong 
Kong had to comply to that level. For some other products, 
no specific quantitative level was established but exports 
were regulated under an export authorization system for 
surveillance purposes. Those products normally are subject 
to a group quota limit, that is an overall limit covering 
a basket of categories each of which is not subject to a 
specific limit. Currently, both quota and export 
i"Textile Export Control System 1987，、 Trade Department, 
Hong Kong Government. 
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authorization are governed by the Textile Export Control 
System of the Trade Department and there are three 
prominent characteristics of the System worth mentioning as 
follows: 
- Allocation of quotas: Quotas are allocated 
according to the principle of past performance. 
Those companies which have demonstrated their 
ability to export the particular products to the 
markets concerned in the past reference period 
(usually 12 months) will get quotas in the current 
period. 
- Transfer of quotas: Quotas can be transferred in 
either permanent or temporary basis. In the former 
type, the transferee obtains the use of the quota 
for the year in question and, based on his 
performance against the transferred quantity, 
receives a quota allocation in the succeeding year. 
In the latter type, the transferee obtains the use 
of the quota for the year in question, but will not 
be allocated quotas in the subsequent year. 
- Free quota schemes: They provide opportunities for 
new comers as well as existing manufacturers and 
traders to export restrained textiles. Free quotas 
are come from carryover, forfeited, recovered, 
remained, surrendered and unutilized quotas. 
When considering quota restrictions in the market 
perspective, U.S., Europe and Japan will certainly receive 
the greatest attention because of their buying power. For 
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U.S., "the current Hong Kong/U.S. Textiles Agreement 
covering 1986—1991 is more restrictive than the preceding 
one. With an extended coverage, almost all textile and 
clothing items (with the Hiinor exception of pure silk) , or 
96.3% of Hong Kong‘ s textile and clothing exports to the 
U.S. in 1987, have been put under quotas"^. According to 
Trade Department, U.S. quota restrictions covered 72 
product categories in 1987, which was the widest among all 
markets. Indeed, further expansion by Hong Kong exports to 
the U.S. market in quantitative term is limited. 
For Europe, there are five bilateral agreements 
currently in force, namely agreement with European Economic 
Community (covered 41 product categories), with Austria 
(covered 4 product categories), with Finland (covered 6 
product categories), with Norway (covered 11 product 
categories) and finally with Sweden (covered 20 product 
categories)• Apparently, Europe can be easily perceived as 
a highly protected market without room for expansion. 
However, as Hong Kong Trade Development Council commented, 
those bilateral agreements are becoming less restrictive. 
"Improved features, ranging from higher growth rates of 
quotas, relaxed flexibility provisions, to reductions on 
the number of restraint items''^ have characterized most of 
Hong Kong/Europe textiles agreements. Moreover, with the 
facts that European quota restrictions did not cover all 
kinds of textiles and clothing, and the quota utilization 
i"Iinproved Access To Clothing and Textile Markets in Western 
Europe December 1988", Hong Kong Trade Development Council. 
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rates for some countries, notably France, Greece, Italy, 
Portugal and Spain, are low, there is probably much room 
for further expansion of Hong Kong exports. In a longer 
term, the prospect for Hong Kong exports to the E.E.C. in 
1992 remains uncertain• But, "the formation of a single 
market and the resultant removal of internal barriers to 
the free movement of goods within the Community should 
facilitate the penetration of Hong Kong products in this 
area"i. 
For Japan, Hong Kong exports may enter unrestrictedly 
and are not subject to quota restrictions. Its Customs 
Tariff Schedule consists of "General", "GATT", 
"Preferential" (GSP) and "Temporary" rates. "Hong Kong is 
a beneficiary of Japan's Generalized System of Preference. 
However, there are global ceilings which are open for 
utilization by all preference-ireceiving countries and are 
basically administered on a first—come—first—served basis''^. 
Also, there is "a maximum—country—amount system which 
restricts individual beneficiary country from importing 
more than one-fourth of the c e i l i n g "� Non-tariff barriers 
are another difficulties. Japan has very strict safety 
regulations and quality requirements. For instance, fabrics 
used must not be treated with formaldehyde or Dieldrin and 
product handling labels are required. Last but not least, 
Japanese has an elaborate decision making process and will 
seek much clarification and discussion. Therefore, there 
i"A Guide for Exporting Textile Garments to Japan March 
1988", Hong Kong Trade Development Council. 
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should be plenty of room for Hong Kong exports, provided 
that Hong Kong suppliers strive to meet the above-mentioned 
Japanese requirements. 
L ^ 港 中 文 大 學 圊 食 仿 游 
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CHAPTER III 
RESPONDING COMPANY PROFILE 
By Company Characteristic 
By Company Type 
There were 1,000 questionnaires sent out on February 
24, 1990, and 237 questionnaires were returned (i.e. at a 
response rate of 23.7%) on March 17, 1990• Among these 
returned questionnaires, 156 of them were our research 
targets, i.e. clothing inanu f actuireirs oir clothing 
manufacturers and traders (Table 3-1) • They were our 
target subjects and all the 2 2 questions in the 
questionnaire would be analyzed from these subjects. Among 
the 237 responding companies, 54 were clothing traders. 
Although they were not clothing manufacturers, they knew a 
lot about the field and their opinions should provide much 
insight to the present research (especially in Chapter V 
Analysis and discussion of future growth)• Therefore, they 
were treated as supplementary data and question 21 would be 
analyzed for this purpose. The remaining 27 were discarded 
since they were neither clothing manufacturers nor clothing 
traders or they answered less than half (i.e. 11 questions) 
of the questionnaire. From our research, we found that 
many clothing manufacturers (92 out of 156, i.e. 59%) also 
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acted as traders. 
TABLE 3-1 
COMPANY PROFILE BY COMPANY TYPE 
Company Type No. of Percentage(%) 
Companies 
Clothing Trader 54 23 
Clothing Manufacturers 64 27 
Clothing Manufacturers And Traders 92 39 
Others/Discarded 2 7 1 1 
Total: 237 100 
By Year of Establishment 
Among the 156 responding companies, 68% of our subjects 
established their companies after 1975 (Table 3-2) and in 
fact almost half of our subjects established their 
companies within ten years. It is a quite strange 
characteristic since clothing industry was a pretty old 
industry with four decades history. One possible reason 
for this phenomenon is that the old manufacturers did not 
respond after receiving our questionnaires. 
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TABLE 4-14 
COMPANY PROFILE BY YEAR OF ESTABLISHMENT 
Year of Establishment No. of Percentage(%) 
Companies 
1986-1990 27 17 
1981-1985 42 27 
1975-1980 38 24 
1971-1974 13 8 
1961-1970 18 12 
Before 1960 16 10 
Not Available 2 2 
Total: 156 100 
By Employment Size 
Approximately 77% of our subjects employed less than 
100 employees (Table 3-3), which contrasts wi-th the 
corresponding 94.7% of the industry (Table 2-2) . The 
discrepancy between our sample and the population may be 
due to the fact that many small manufacturers are serving 
the local market or acting as subcontractor. They do not 
have any quota and are not registered in the Trade Control 
Registration List of the Trade Department. Therefore, we 
could not access these small manufacturers through our 
sampling method mentioned in Chapter I. In other words, our 
subject pool tends to include more larger manufacturers 
than those in the industry. 
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TABLE 3-3 
COMPANY PROFILE BY EMPLOYMENT SIZE 
Employment Size No. of Percentage(%) 
Companies 
1-19 30 19 
20-49 42 27 
50-99 48 31 
100-199 21 13 
200-499 9 5 
500-999 3 2 
1000-1999 1 1 
2000 Or More 0 0 
Not Available 2 1 
Total: 156 100 
By Annual Sales Volume 
We divided the manufacturers statistically into three 
classes: "small manufacturers", "niedium manufacturers", and 
"large manufacturers" for later analysis use (i.e. in 
Chapter IV Analysis and discussion of existing strategies)• 
We define the "Small manufacturers" as those having annual 
sales volume of less than five million Hong Kong dollars. 
"Medium manufacturers" were defined as those having annual 
sales volume of five million to fifty million Hong Kong 
dollars. "Large manufacturers" were defined as those with 
annual sales volume of fifty million Hong Kong dollars or 
more. 
This classification divided our subject pool into three 
24 
groups. There were 41 "small companies" (27.7%), 84 
"medium companies" (56.8%) and 23 "large companies" 
(15.5%) . We will try to find out whether there is any 
difference in the strategies adopted by these three groups. 
TABLE 3-4 
COMPANY PROFILE BY ANNUAL SALES VOLUME 
Annual Sales Volume No", of Percentage (%) 
(HK$) Companies 
1,000,000 Or Less 6 4 
1,000,000-4,999,999 35 22 
5,000,000-19,999,999 46 29 
2 0,000,000-4 9,999,999 38 24 
50,000,000-99,999,999 12 8 
100,000,000 Or More 1 1 7 
Not Available 8 6 
Total: 156 � 100 
By Clothing Category 
The top five categories of clothing manufactured by our 
subjects matched with Hong Kong‘s top five clothing exports 
(Appendix 10). Sweaters, trousers, blouses, shirts, and 
suits/coats constituted 90% of our subjects production 
(Table 3-5)• The main material used in all categories of 
clothing was cotton. Suits and coats manufacturing used 
the most varied material (eleven different types of 
material). Expensive materials, like silk and rabbit fur, 
were also used by Hong Kong manufacturers. In addition to 
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the chief five categories, there were ten other categories 
of products manufactured including underwear, swimwear, 
tie, etc. These products normally used less varied 
materials. 
TABLE 3-5 
COMPANY PROFILE BY CLOTHING CATEGORY 
Category Freq.(%) Material (Freq. and %) 
Cotton Wool SBOVpb MMF^ VF^ 
一 一 一 一 一 一 一 一 一 一 一 _ 一 _ • — 
Sweaters 46(15%) 36 (28%) 33 (26%) 12(9%) 27(21%) 15(12%) 
Others: Rabbit fur 2(2%), 
Angora 1(1%), Polyester 1(1%) 
Trousers 58(20%) 45(58%) 4(5%) 5(6%) 16(22%) 4(5%) 
Others: Linen 1(1%), Polyester 1(1%), 
Silk 1(1%), Viscose 1(1%) 
Blouses 50(17%) 35(45%) 4(5%) 11(14%) 15(20%) 5(7%) 
Others: Silk 6(8%), Linen 1 (1%) 
Shirts 53(17%) 43 (57%) 1(1%) 6(8%) 15(20%) 6(8%) 
Others: Polyester 2(3%), Silk 2(3%) 
Suits/ 63(21%) 40(36%) 11(9%) 12(11%) 30(26%) 9(8%) 
Coats Others: Silk 5(5%), Linen 1(1%), 
Neoprene Rubber 1(1%), 
Nylon 1(1%), Polyester 1(1%), 
PVC 1(1%) 
Underwear 12(4%) 10(59%) 1(6%) — 5(29%) — 
Others: Silk 1(6%) 
Dress 7(2%) 2(29%) - - 2(29%) 1(13%) 
Others: Silk 1(6%) 
Shorts 3(1%) 3 (75%) - 一 1 ( 2 5 % ) -
Playsuits 3 ( 1 % ) 2 ( 3 4 % ) 一 2 ( 3 3 % ) 2 ( 3 3 % ) -
Bedsheets 2(1%) 2(50%) — 一 1 ( 2 5 % ) 一 
Swimwear 2(1%) 2 (50%) 一 一 2(50%) — 
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TABLE 3-5 (continued) 
COMPANY PROFILE BY CLOTHING CATEGORY 
Category Freq. (%) Mateirial (Freq. and %) 
Cotton Wool SBOVFb MMF^ VF^ 
—• «•>• » » —• mmm mmm mmm mb 
T-shirts 2(1%) 2(67%) — 一 一 一 
others: Polyester 1(33%) 
Bathing 1(1%) 1(100%) — 一 一 一 
Suits 
Nightwear 1(1%) - - 一 - -
Others: Silk 1(100%) 
T i e 1 ( 1 % ) 一 一 一 1 ( 1 0 0 % ) 一 
Total: 304^(100%) 
^ A company can produce more than one clothing category. 
Silk blend and other vegetable fibre. 
e Man-made fibre. -
d Vegetable fibre. 
By Market 
We explored two different kinds of data for the markets 
in 1985 and in 1989: the major market and the other markets 
(Table 3-6)• The major market is defined as the main one 
among all the markets that the company is serving whereas 
the other markets are defined as those other than the major 
market. 
For the other markets, there was no noticeable 
difference between those in 1985 and those in 1989. 
For the major market, we found that the role of the 
U.S. market dropped slightly, whereas Japan as a main 
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market grew from its 5% share in 1985 to 10% in 1989. 
These results coincided with our analysis on export trends 
in Chapter II. Another important trend is that Hong Kong‘s 
role as a major market for domestic manufacturers became 
more significant in 1989 when compared with that in 1985. 
Three new major markets emerged in 1989. They were 
Australia, France and West Germany. The importance of 
Canadian and U.K. markets to our subjects declined a little 
and China market was not important at all. These 
contradicted with our findings in export trends in Chapter 
工工. 
TABLE 3-6 
COMPANY PROFILE BY MARKETS 
Country 89‘ 85‘ 89‘ 85‘ 
Maj or^ Major Other^ Other 
US 76 (49%) 80 (51%) 107 (25%) 108 (26%) 
West Germany 30 (19%) 33 (21%) 78 (18%) 77 (18%) 
Canada 1 (2%) 4 (3%) 69 (16%) 64 (15%) 
UK 10 (5%) 13 (8%) 57 (13%) 62 (15%) 
Japan 16 (10%) 8 (5%) 51 (12%) 42 (10%) 
Hong Kong 8 (5%) 5 (3%) 38 (9%) 38 (9%) 
Australia 1 (1%) 0 (-) 7 (2%) 5 (1%) 
Sweden 2 (1%) 3 (2%) 6 (1%) 6 (1%) 
France 1 (1%) 0 ( 一 ） 4 (1%) 2 (1%) 
Switzerland 1 (1%) 1 (1%) 4 (1%) 1 (1%) 
Holland 2 (1%) 2 (1%) 3 (1%) 4 (1%) 
Middle East 2 (1%) 3 (2%) 2 (1%) 3 (1%) 
Norway 2 (1%) 2 (1%) 2 (-) 3 (1%) 
Austria 1 (1%) 0 (-) 2 (-) 1 (-) 
Finland 2 (1%) 1 (1%) 2 (-) 1 ( 一 ） 
Belgium 0 (-) 0 (-) 1 (-) 1 (-) 
Italy 1 (1%) 1 (1%) 1 ( 一 ） 1 ( 一 ） 
Spain 0 (-) 0 (-) 1 (-) 1 (-) 
Taiwan 0 (-) 0 (-) 1 (-) 1 (-) 
Total: 156 (100%) 156 (100%) 436 (100%) 421 (100%) 
^ Major market of the responding companies. 
Other markets serving by the responding companies. 
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CHAPTER IV 
ANALYSIS AND DISCUSSION OF EXISTING STRATEGIES 
Stratecfv One: Establishincr Foreicrn Subsidiaries 
Our research results indicated that 42% of the 
companies (Table 4-1) had at least one foreign 
manufacturing subsidiary in 1990, which was comparable with 
H.F. Lau's figure of 45.2% in 1989^. 
TABLE 4-1 
PRESENCE OF FOREIGN SUBSIDIARIES 
Responses No. Of Percentage 
Companies (%) 
Presence 65 42 
Absence 8 6 55 
Not Available 5 3 
Total: 156 100 
— — — — — . 
— — — — — — — ^ 
For the foreign manufacturing subsidiaries, 55% of 
them were established within two years and 86% of them were 
^Lau Ho Fuk, "Development Process of the Hong Kong 
Manufacturing Companies: with Special References to the 
Garment Industry". paper presented at the "International 
Conference on the Future of Industrialized and Trade 
Development in Hong Kong", January 4-6, 1989, Hong Kong. 
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established within five years (Table 4-2). These figures 
might suggest that to establish foreign manufacturing 
subsidiaries was a relatively new strategy and it had 
become popular since 1985. 
TABLE 4-2 
YEAR OF FOREIGN SUBSIDIARIES ESTABLISHMENT 
(THE MOST RECENT ONE) 
Year Of Establishment No. Of Percentage 
Companies (%) 
1988-1990 36 23 
1985-1987 20 13 
1980-1984 7 5 
1970-1979 2 1 
Before 1970 - -
Not Available 91 58 
Total: 156 - 100 
— ^ — ^ ― — — — ~ 
When examining host countries selection, more hints 
were obtained to explain the phenomenon of relatively new 
foreign subsidiaries establishment. China was the most 
popular destination for offshore production (Table 4-3). 
China had launched its open-door policy only after 1978. 
This might explain the popular offshore investment of the 
Hong Kong clothing industry in the eighties. In addition to 
China, other South East Asian countries were also popular 
destinations. They included ten different countries. Some 
of them were selected because of ethnical similarity, such 
as Macau, Singapore and Taiwan. Others were selected 
because of low labour costs, such as Thailand and the 
Philippines. Besides, our research results showed that some 
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clothing manufacturers did move their production back to 
their major markets such as Canada and the U.S., although 
it was not a common phenomenon. 
TABLE 4-3 
HOST COUNTRIES SELECTION 
Host Countries No. Of Percentage 
Companies (%) 
China 52 62 
Other Less Developed Countries: 
Macau 7 8 
Thailand 5 6 
Malaysia 4 5 
Philippines 3 4 
Pakistan 2 3 
Sri Lanka 2 3 
Durban 1 1 
Indonesia 1 - 1 
Singapore 1 1 
Taiwan 1 1 
Major-market Countries: 
Australia 1 1 
Canada 1 1 
Ireland 1 1 
US 1 1 
West Germany 1 1 
Total: 84® 100 
^A company can have more than one foreign subsidiary. 
In view of the motives for establishing foreign 
subsidiaries, to "lower production cost" and to "facilitate 
labour employment" were the most frequently mentioned and 
were the most often selected main motives (Table 4-4) • 
Intuitively, these reinforced the implications of the 
theory of International Product Liife Cycle. Since clothing 
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items are mature products and clothing inanufactuiring is a 
raw mateirial and labour intensive industry, cost is the 
major concern and relocation of production facility is one 
of the strategies to achieve it. 
TABLE 4-4 
MOTIVES FOR ESTABLISHING FOREIGN SUBSIDIARIES 
Motives Mentioned^ Main^ 
Lower Production Cost 53 (39%) 35 (54%) 
Facilitate Labour Employment 52 (38%) 22 (34%) 
Avoid Quota Restrictions 25 (18%) 4 (6%) 
Reduce 1997 Risks 6 (4%) 3 (5%) 
Meet Expansion Need 1 (1%) l (i%) 
Total: 137 (100%) 65 (100%) 
^A company can have more than one mentioned motive.-
The main motive among the mentioned motives of a company. 
However, with a closer look, host countries selection 
did relate to the mentioned and main motives. Those 
companies, which moved their production facilities to 
China, indeed focused mainly on production cost and labour 
employment. More than 80% of the companies mentioned these 
two motives and 98% of the companies cited them as main 
motives (Table 4-5 and Table 4-6)• But, there was another 
group of companies which had different motives. They moved 
their production facilities to non—China areas and had more 
diverse motives. For the mentioned motives, production cost 
and labour employment were still major concerns. However, 
the motive to "avoid quota restrictions" assumed a similar 
importance. For the main motives, production cost and 
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labour employment now could not explain the whole picture. 
The motives to "avoid quota restrictions" and to "reduce 
1997 risks" were also very important (Table 4-5 and Table 
4-6). 
TABLE 4-5 
MENTIONED MOTIVES BY HOST COUNTRIES SELECTION 
Mentioned Subsidiaries Subsidiaries 
Motives In China In Non-China 
Areas 
Lower Production Cost 43 (45%) 10 (24%) 
Facilitate Labour Employment 37 (39%) 15 (37%) 
Avoid Quota Restrictions 13 (14%) 12 (29%) 
Reduce 1997 Risks 3 (2%) 3 (7%) 
Meet Expansion Need - (-) l (3%) 
Total: 96 (100%) 41 (100%) 
TABLE 4一6 
MAIN MOTIVES BY HOST COUNTRIES SELECTION 
Main Subsidiaries Subsidiaries 
Motives In China In Non-China 
Areas 
Lower Production Cost 32 (67%) 3 (18%) 
Facilitate Labour Eitiployment 15 (31%) 7 (41%) 
Avoid Quota Restrictions 1 (2%) 3 (18%) 
Reduce 1997 Risks — (-) 3 (18%) 
Meet Expansion Need - (-) i (5%) 
Total: 48 (100%) 17 (100%) 
One interesting finding was related to the sensitive 
1997 issue. There were six companies which had mentioned 
the motive to "reduce 1997 risks" and three of them had 
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stated it as the main motive. For these three companies, 
they indeed did not move their production facilities to 
China. Instead, one moved it to Thailand; the second 
company moved them to Malaysia, Taiwan, Thailand and the 
U.S.； and the third company moved them to Thailand and Sri 
Lanka. Obviously, they really worried about the 1997 issue 
and did not want to have fixed investment in China. 
Interestingly, the three companies, which had mentioned the 
motive but had not stated it as main motive, adopted a very 
different strategy. They did have production facilities in 
China. However, two out of the three companies had 
production facilities in other countries, such as in Canada 
and West Germany. It seems that these companies tried to 
achieve some kinds of balance between risks and return. On 
one hand, they wanted to capture the low-cost benefits in 
China and on the other hand they hoped to reduce 1997 risks 
via investment portfolio in other non—China areas. 
Based on the above findings, strategy one was 
supported. Many companies have indeed relocated their 
production facilities abroad. The majority moved them to 
China and had the main motives of lowering production cost 
and facilitating labour employment. However, there are some 
companies which concerned about more diverse motives and 
they moved to non-China areas as well. 
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Stratecfy Two: Improving Design and Materials 
From Table 4一7, almost half of the responding 
companies used the same type but better quality material. 
This suggested a major trend that many companies tried to 
enhance their competitiveness through material improvement 
and hoped to enter the even high-end clothing market. On 
the other hand, 9% of the companies adopted a completely 
opposite strategy. They used the same type but worse 
quality material and the reason probably was that they 
tried to lower production cost. Still, 24% of the companies 
used exactly the same material as what they previously had 
done. Those companies who used different material 
constituted 10% of our sample. Their motives were possibly 
a mixture of meeting fashion trends and the reasons 
mentioned above. 
TABLE 4-7 
COMPARISON OF 1985'S AND 1989'S MATERIALS BY TYPE 
Material Types No. Of Percentage 
Companies (%) 
Different 16 10 
Same With Worse Quality 14 9 
Exactly The Same 3 8 2 4 
Same With Better Quality 75 48 
Not Appropriate 4 3 
Not Available 9 6 
Total: 156 100 
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In evaluating the cost of material, inflation rates in 
1 
terms of Consumer Price Index (A) in the period of 1985 to 
1989 were taken into consideration. The average inflation 
rate was 4.75% with inflation rate of 3.2% in 1985^ 2.8% in 
19862, 5.5绘 in 19873 ^ ^ ^ 7 . 5 % in 1988^^. In four years time, 
inflation was accounted for an increase of 20% in nominal 
term. In other words, in Table 4-8, the category of "same" 
in fact was cheaper while the category of "expensive 1-20%" 
in fact was same in real term. Likewise, only those 
material costs which were expensive 21% or more were really 
an increase in real term. Therefore, in real term, 4% of 
the companies had cheaper material cost； 48% of the 
companies had unchanged mate:rial cost ； and 40% of the 
companies had more expensive material cost. -
The pattern of material cost was quite similar to that 
of material type. Thus, those companies who improved the 
material quality had to bear the corresponding increase in 
material cost. However, only half of the companies who used 
worse-quality material could really get the benefits of 
lower material cost. To be more specific, there were 9% of 
the companies in the category of "same with worse quality" 
material type but there were just 4% of the companies in 
the categories of "cheaper" or "same" material cost. 
i"Honcf Kong 1986", p. 40, Hong Kong Government. 
2"Honcf Kong 1987", p.54. Hong Kong Government. 
3"Honq Kong 1988", p.52, Hong Kong Government. 
4"Honcf Kong 1989" . p. 66, Hong Kong Government. 
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TABLE 4-14 
COMPARISON OF 1985'S AND 1989'S MATERIALS BY COSTS 
Material Costs No. Of Percentage 
Companies (%) 
Cheaper 2 1 
Same 4 3 
Expensive 1-20% 75 48 
Expensive 21-40% 48 31 
Expensive 41% Or More 14 9 
Not Appropriate 4 3 
Not Available 9 5 
Total: 156 100 
The situation was even worse when we took into 
consideration of the real-term product price (Table 4-9). 
The pattern of product price was very similar to that of 
material cost. However, it skewed a little bit towards the 
cheaper end. In other words, the increase in product price 
might not cover the increase in material cost in percentage 
term. Therefore, some companies might have to bear part of 
this increase in material cost by themselves and their 
profit margin might be lowered. This might be due to an 
increase in competition in the global clothing market. 
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TABLE 4-14 
COMPARISON OF 1985'S AND 1989'S PRODUCT PRICE 
Product Price No. Of Percentage 
Companies (%) 
Cheaper 8 5 
Same 7 4 
Expensive 1-20% 81 52 
Expensive 21-40% 43 28 
Expensive 41% Or More 8 5 
Not Appropriate 3 2 
Not Available 6 4 
Total: 156 100 
With respect to design, most companies did admit that 
they used more complex production procedure in 1989 than 
they did in 1985 (Table 4-10) . The results could be 
explained from the demand side of view. In recent- years, 
buyers have tended to order more complex clothing items in 
Hong Kong and order some simple clothing items in some less 
developing countries. This created a pull pressure and 
companies had to upgrade their production procedure. 
TABLE 4-10 
COMPARISON OF 1985'S AND 1989'S DESIGN 
BY PRODUCTION PROCEDURES 
Production Procedures No. Of Percentage 
Companies (%) 
Simpler 5 3 
Same 2 2 14 
More Complex 116 74 
Not Appropriate 4 3 
Not Available 9 6 
Total: 156 100 
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Similai: to production procedure, most companies 
claimed that their clothing items were more fashionable in 
1989 than those of in 1985 (Table 4-11). Another important 
point worth mentioning was that less than 10% of the 
companies still kept their design as those in five years 
ago, which clearly indicated that in clothing industry, 
fashion component is very important and most companies 
cannot resist the trend. 
TABLE 4-11 
COMPARISON OF 1985'S AND 1989'S DESIGN BY STYLE 
Style No. Of Percentage 
Companies (%) 
Less Fashionable 1 1 
Same 11 7 
More Fashionable 131 84 
Not Appropriate 4 3 
Not Available 9 5 
Total: 156 100 
Although design should be a very important aspect of 
clothing items, only about one quarter of the companies had 
design department (Table 4-12). The scale of most of these 
design departments were small (Table 4-13)• Indeed, the 
average number of employees in each department was just 
four and majority of them had less than three employees. 
Probably, most of these design departments did not have 
active role in design and were responsible for activities 
such as modifying buyers‘ design or performing an advisory 
role in negotiation of business. 
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TABLE 4-12 
PRESENCE OF DESIGN DEPARTMENT 
Responses No. Of Percentage 
Companies (%) 
Presence 3 6 2 3 
Absence 116 74 
Not Available 4 3 
Total: 156 100 
TABLE 4-13 
NUMBER OF EMPLOYEES IN DESIGN DEPARTMENT 
No. Of Employees No. Of Percentage 
Companies (%) 
1 8 - 22 
2 7 19 
3 11 31 
2 6 
5-15 8 22 
Total: 36 100 
^The average number of employees in a design department is 
4. 
The idea that design departments in Hong Kong 
performed a passive role was reinforced when we took a look 
at the proportion of buyers‘ design in overall production. 
Almost half of the companies had 100% buyers ‘ design and 
the average percentage of buyers‘ design was in a very high 
level of 86% (Table 4-14)• Under this situation, there are 




PROPORTION OF BUYERS' DESIGN IN OVERALL PRODUCTION 
Buyers * Design (%) No. Of Percentage 
Companies (%) 
10-40 7 4 
41-80 33 21 
81-99® 26 17 
100 73 47 
Not Available 17 11 
Total: 156 100 
^The average percentage of buyers‘ design is 86%. 
Based on the above findings, the strategy two was only 
partially supported. It was supported in the sense that 
many companies did improve their material by types and 
costs, and upgrade their design by production procedures 
and style. However, in the area of design, the nature did 
not conform to what we had predicted. Most companies did 
not engage in what we meant for "design", that was to 
develop a product design idea and to create new product. 
Instead, they were just passively accepted buyers‘ design. 
The function of their design departments may be to modify 
buyers‘ design in order to facilitate production. That is 
why the strategy is not wholly supported. 
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Stratecfy Three: Upgradincr Production Facilities 
From Table 4-15, almost 70% of the companies agreed 
that their machines in 1989 were more automated than those 
of in 1985. Two third of those machines (i.e. 65%) were 
bought within two years and 90% of them were bought within 
five years (Table 4一16). These figures suggested that the 
strategy to use more automated machines was a relatively 
new one. Besides, more than 80% of companies bought only 
new machines and only a small portion of companies bought 
second-hand machines (Table 4-17). Notably, Hong Kong is no 
longer in the array of developing countries and would not 
accept some outdated dumping machines from developed 
countries. . 
TABLE 4-15 
COMPARISON OF 1985'S AND 1989'S MACHINE 
Machine No. Of Percentage 
Companies (%) 
More Automated 107 68 
Same 3 7 24 
Less Automated 4 3 
Not Available 8 5 
Total: 156 100 
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TABLE 4-14 
YEAR OF MACHINE BOUGHT 
(THE MOST RECENT ONE) 
Year Of Machine Bought No. Of Percentage 
Companies (%) 
1988-1990 101 65 
1985-1987 39 25 
1980-1984 6 4 
1970-1979 1 1 
Before 1970 1 1 
Not Available 91 58 
Total: 156 100 
TABLE 4-17 
TYPE OF MACHINE BOUGHT 
Machine Bought No. Of Percentage 
Companies - (%) 
New 12 6 81 
Second Hand 15 10 
New And Second Hand^ 7 4 
Not Available 8 5 
Total: 156 100 
^A company can buy many machines at one time. Some of them 
are new and some of them are second hand. 
Based on the above findings, strategy three of 
upgrading production facilities was supported. Many 
companies (i.e. 68%) did use more automated machines. 
However, in order to have a more complete picture, further 
analysis is recommended. Topics can be explored like amount 
of investment, categories of machines, whether they are 
bought for the purpose of meeting short-term order or of 
reducing production cost in long term. 
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The Three Emerqincf Strategies By Company Scale 
According to the annual sales volume mentioned in the 
company profile section, we divided our sample 
statistically into three groups. Those companies who had 
annual sales volume of less than five million Hong Kong 
dollars were classified as "small" companies； those 
companies having annual sales volume of five million to 
less than fifty million Hong Kong dollars were classified 
as "medium" companies and those companies with sales volume 
of fifty million Hong Kong dollars or more were classified 
as "large" companies. A series of chi-square analysis were 
performed to determine whether there were differences 
between the three types of companies in the- three 
strategies. 
For strategy one, although chi-square analysis was not 
statistically significant, results did suggest a trend that 
medium and large companies tended to have foreign 
manufacturing subsidiaries more often than small companies 




CROSS-TABULATION OF PRESENCE OF FOREIGN SUBSIDIARIES 
BY COMPANY SCALE 
Foreign Small Medium Large 
Subsidiaries Companies Companies Companies 
Presence 12^(29%) 40 (49%) 11 (48%) 
Absence 29 (71%) 42 (51%) 12 (52%) 
Total: 41 (100%) 82 (100%) 23 (100%) 
aChi-square=4.49, n=146, significance=0•11• 
In fact, when we took into consideration of host 
countries selection, an interesting pattern emerged (Table 
4-19). For small companies, all foreign manufacturing 
subsidiaries were located in China. For medium companies, 
most foreign subsidiaries (i.e. 71%) were still located in 
China. However, a significant portion of them (i.e. nearly 
30%) was moved to other less developed countries and major-
market countries. For large companies, subsidiaries in 
other less developed countries became dominant. On the 
contrary, subsidiaries in China became less important and 




CROSS-TABULATION OF HOST COUNTRIES SELECTION 
BY COMPANY SCALE 
Host Countries Small Medium Large 
Selection Companies Companies Companies 
China 12 (100%) 34 (71%) 4 (22%) 
Other Less Developed 
Countries - (-) 12 (25%) 11 (61%) 
Major-market Countries -（-) 2 (4%) 3 (17%) 
Total： 12 (100%) 48 (100%) 18 (100%) 
One important implication was that strategy one was a 
scale—specific strategy since investment in a foreign 
manufacturing subsidiary involved a large amount of money. 
Thus, only companies with abundant resources can consider 
the adoption of strategy one. The idea was reinforoed when 
we further analyzed the twelve small companies. Results 
showed that they had two characteristics in common. 
Firstly, they all had annual sales volume of one to less 
than five million Hong Kong dollars. The authors believed 
that possibly they all had annual sales volume close to 
medium companies. Otherwise, they could not have enough 
resources to support their foreign manufacturing 
subsidiaries. Secondly, all of the twelve small companies 
had just one subsidiary which was established in China. 
This suggested that to establish a foreign manufacturing 
subsidiary in China required less capital than to establish 
a foreign manufacturing subsidiary in other non-China 
areas. The patterns of host countries selection of medium 
and large companies did imply the same relation. In other 
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words, company scale might affect the host countries 
selection. Naturally, companies with more resources can 
have wider choice and greater flexibility. 
For strategy two, small, medium and large companies 
adopted the same strategy of improving material quality and 
upgrading design. However, large companies tended to have 
design department more often than small and medium 
companies did (Table 4-20). One interesting finding was 
that although large companies tended to have design 
department more often, their percentages of buyers‘ design 
were pretty much similar*• Small companies had average 81% 
of buyers ‘ design,- medium had average 89% of buyers ‘ design 
and large companies had average 84% of buyers * design. 
However, as most design departments had just a few. people 
and did not take an active role as discussed above, the 
difference in presence of design department by company 
scale should not have any significant effects in design 
between the three types of companies. 
TABLE 4-20 
CROSS-TABULATION OF PRESENCE OF DESIGN DEPARTMENT 
BY COMPANY SCALE 
Design Small Medium Large 
Department Companies Companies Companies 
Presence 5^(13%) 19 (23%) 11 (48%) 
Absence 34 (87%) 65 (77%) 12 (52%) 
Total： 39 (100%) 84 (100%) 23 (100%) 
aChi-square=9•93, n=146, statistically significant at 0.01 
level. 
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For strategy three, all three types of companies 
tended to use more automated machines and to buy new 
machines. However, results suggested that large companies 
bought machines more recently and in a shorter cycle than 
medium companies did. Medium companies, in return, bought 
machines more recently and in a much shorter cycle than 
small companies did (Table 4-21) . Since the machine 
preference of these three types of companies were the same 
(i.e. automated and new), this time difference should 
relate to the availability of companies• resources only and 
should not carry any significant strategic meaning. 
TABLE 4-21 
CROSS-TABULATION OF YEAR OF MACHINE BOUGHT . 
(THE MOST RECENT ONE) BY COMPANY SCALE 
Year of Machine Small Medium Large 
Bought Companies Companies Companies 
1988-1990 21 (54%) 59 (72%) 18 (82%) 
1985—1987 13 (33%) 20 (24%) 4 (18%) 
Before 1985 5 (13%) 3 (4%) 一 (-) 
Total： 39 (100%) 62 (100%) 22 (100%) 
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CHAPTER V 
ANALYSIS AND DISCUSSION OF FUTURE GROWTH 
Diversification 
Since clothing manufacturing is now facing various 
unfavourable environments and seems to enter a stagnant 
stage, it is believed that some manufacturers will 
diversify into other business areas so as to reduce risks 
and make money elsewhere. This section and the following 
section aimed at identifying the existing and future 
diversification areas of Hong Kong clothing manufacturers. 
Currently, 65%, i.e. 95 companies, of our sample were 
also engaging in other business areas. Among them, 95% were 
related diversification (Table 5-1) and the most popular 
business area was clothing trading. Only five companies had 
unrelated diversification and they included business areas 
like trading, diving equipment retail, importing and 
promotion item. It should be noted that company scale did 
not relate to existing diversification, namely, 70% of 
large companies, 64% of medium companies and 66% of small 
companies now engaging in existing diversification 
respectively. 
The main reasons why clothing manufacturers did not 
diversify to other business areas are that clothing 
manufacturing is quite a specialized area and it is 
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difficult to transfer this knowledge and expertise to other 
business areas. Another reason is that most management in 
clothing manufacturing has relatively low educational level 
and this may hinder the diversification possibility. 
TABLE 5-1 
AREAS OF EXISTING DIVERSIFICATION 
Business Areas No. of Companies 
Clothing Trading 92 
Trading 2 
Bed Sheet Trading 1 
Diving Equipment Retail 1 
Fashion Accessories 1 
Importing 1 
Promotion Item 1 




In the future, only ten companies stated that they had 
an iirterrtion for diversification. Among them, eight 
companies were in medium size and two companies were in 
small size. However, ten companies are too few to draw any 
conclusive implication and further researches are needed. 
For the area of future diversification, half of them are in 
related diversification and another half are in the 
unrelated diversification (Table 5-2). It should be noted 
that clothing trading again was at the top of the list. It 
might suggest a trend that more and more clothing 
manufacturers want to take up the role of clothing traders. 
Actually, certain degree of integration (i.e. manufacturing 
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plus trading) might be necessary for clothing 
manufacturers‘ survival and it is a mean to increase their 
competitiveness. 
TABLE 5-2 
1990 PLAN OF FUTURE DIVERSIFICATION 
Business Areas No. Of Companies 
Clothing Trading 3 
Real Estate 2 
Diving School And Tourism 1 
Foreign Real Estate 1 





Manufacturers‘ and Traders‘ Opinions of Future Growth 
Both manufacturers‘ and traders‘ opinions were 
collected in this section• In fact, their opinions looked 
almost the same with a minor discrepancy in the order of to 
"establish foreign subsidiaries" and to "use more automated 
machines" (Table 5-3 and 5-4). 
TABLE 5-3 
MANUFACTURERS‘ OPINIONS FOR FUTURE GROWTH 
Possibilities No. Of Percentage 
Companies (%) 
Produce Better-Material Clothing 75 27 
Produce More Fashionable Clothing 68 24 
Shift To Non-quota Markets 59 21 
Establish Foreign Subsidiaries 37 13 
Use More Automated Machines 29 . 10 
Change From Production To Design 13 5 
Centre 
Total: 281^ 100 
込A company can select more than one possibility. 
TABLE 5-4 
TRADERS‘ OPINIONS FOR FUTURE GROWTH 
Possibilities No. Of Percentage 
Companies (%) 
Produce Better-Material Clothing 24 27 
Produce More Fashionable Clothing 24 27 
Shift To Non-quota Markets 24 27 
Establish Foreign Subsidiaries 6 7 
Use More Automated Machines 10 11 
Change From Production To Design 1 1 
Centre 
Total: 89a 100 
^A company can select more than one possibility. 
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The strategies to "produce better-material clothing" 
and to "produce more fashionable clothing" received the 
greatest enthusiasm. Apparently, it seemed that 
manufacturers began to emphasize much more on material and 
design and there was a possibility of more aggressive 
strategy in the future. On second thought, the fact that 
the option to "change from production centre to design 
centre" got little support revealed that probably 
manufacturers would not adopt an aggressive strategy and 
the initiative was still in the hand of buyers. The 
strategy to "shift to non-quota markets" got wide support 
from small and medium companies (Table 5-5). However, most 
large companies did not support this strategy, probably 
because they had well-established customer base in quota 
markets and/or non-quota markets are comparatively too 
small in size for them. This strategy was seldom used 
currently. However, it should assume a more important role 
in the future, especially in the Japan market which has 
grown in size. 
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TABLE 5-5 
CROSS-TABULATION OF MANUFACTURERS‘ OPINIONS FOR FUTURE GROWTH 
BY COMPANY SCALE 
Possibilities Small Medium Large 
Companies Companies Companies 
Produce Better—Material 18 (38%) 38 (25%) 15 (23%) 
Clothing 
Produce More 11 (23%) 36 (23%) 18 (28%) 
Fashionable Clothing 
Shift To Non-quota 6 (13%) 35 (22%) 16 (25%) 
Markets 
Establish Foreign 5 (11%) 25 (16%) 5 (8%) 
Subsidiaries 
Use More Automated 4 (9%) 15 (10%) 8 (13%) 
Machines 
Change From Production 3 (6%) 7 (4%) 2 (3%) 
To Design Centre 
Total： 47 (100%) 156 (100%) 64 (100%) 
It was strange that the strategies to "establish 
foreign subsidiaries" and to "use more automated machines" 
got just moderate support, though they were the widely-used 
existing strategies. For the former strategy, one possible 
explanation was that after the June-fourth event, 
manufacturers found that it was less promising to establish 
subsidiaries in China which had been the most popular 
destinations in the past. For the latter strategy, as Hong 
Kong clothing industry is characterized by frequent style 
changes and smaller production quantities, manufacturers 
after having upgraded their machines to a certain level 




Clothing industry is the most important export— 
oriented industry in Hong Kong. It has enjoyed growth and 
prosperity for more than three decades. In recent years, 
however, Hong Kong clothing industry has been facing both 
internal and external pressures. Internally, the problems 
of labour shortage and sky-rocketed production costs weaken 
Hong Kong * s competitive position. Externally, the rise of 
cheap-labour rivals in neighbouring countries worsens the 
internal pressure and the increase in quota restrictions 
hinders the growth in export volume. Under these 
circumstances, Hong Kong clothing industry is caught in a 
dilemma in which neither low- or high—end market seems to 
be the industry ‘ S strength and there is little hope for 
future growth. 
The current study showed that Hong Kong clothing 
manufacturers did try to react to this unfavourable 
situation. The three strategies of establishing foreign 
subsidiaries, improving design and materials, and upgrading 
production facilities were emerged as predicted. For 
strategy one, many Hong Kong clothing manufacturers rushed 
to China in these few years. In fact, the authors believe 
that if China had remained politically stable, the strategy 
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to move manufacturing subsidiaries back to China would have 
accelerated and would have consolidated Hong Kong clothing 
position in low-end market. However, after the June-fourth 
event, the strategy becomes less promising, which was 
clearly reflected in the manufacturers opinions for future 
growth. It is expected that enthusiasm towards investment 
in China will be cooled off. Nevertheless, the authors 
think that the strategy will not be abandoned completely. 
Instead, it will take another form. Notably, medium and 
large clothing manufacturers will now consider the motive 
to reduce 1997 risks as one of the main motives and will 
probably adopt a strategy of "subsidiaries portfolio". In 
other words, it is expected that in coining few years, more 
and more manufacturers will build some manufacturing 
subsidiaries in China and some manufacturing subsidiaries 
in non-China areas so as to achieve a balance between costs 
and risks. 
For strategy two, although many clothing manufacturers 
did improve their material by types and costs, and upgrade 
their design by production procedures and style, they did 
them in a very passive way. Indeed, under quota 
restrictions, it is obvious that additional dollars can 
only be earned through improvement in design and materials. 
It is the stake for Hong Kong clothing's long—term growth 
and viability. In fact, the clothing manufacturers did 
have this idea in mind, which was supported in 
manufacturers opinions for future growth. Then, why did 
the clothing manufacturer do not emphasize this strategy in 
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the past? And will the strategy be fully adopted in the 
future? From the viewpoint of an individual company, the 
authors are quite pessimistic for the complete emergence of 
the strategy. Since Hong Kong clothing has long been 
famous for "low price and good product" and consumers in 
Hong Kong丨s major markets have that impression deep in 
their mind, they are resistant to high-end Hong Kong 
clothing items. Therefore, great amount of effort and 
money will be needed in the very beginning to reverse that 
stereotype. Another threat is that to shift from low-end 
to high-end markets mean a shift to another competitive 
stance, namely from competing with Thailand, Malaysia and 
Indonesia to competing with European countries, South 
Korea, Taiwan and Singapore. Certainly, it involves 
considerable risks. For any clothing manufacturers with 
stable business and customer base, it is natural that he is 
reluctant to be the initiator of the strategy as it is 
obvious that the beginner has to pay the price and once the 
stereotype is changed, the followers can share the fruit. 
In the future, the authors believe that Hong Kong 
Government and other industry associations may take this 
initiative. There were some signs in this direction. For 
instance, in March 199 0, Hong Kong Trade Development 
Council organized a clothing fair in Hong Kong and in the 
same year another clothing fair was organized in France. 
In the near future, more and more clothing fairs are 
expected to be organized in Hong Kong and other Hong Kong‘s 
major markets. However, it should be born in mind that it 
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takes time for consumers to change their impression on Hong 
Kong‘s clothing and continual investment in the initial 
phase is necessary. 
For strategy three, many clothing manufacturers did 
use more automated machines. However, since clothing 
manufacturing is a relatively labour intensive industry, 
the gain of upgrading production facilities up to a certain 
level will be tapped off. Furthermore, as Hong Kong 
clothing manufacturers are comparatively small in size and 
they usually locate in multi-storey industrial building, 
impact of upgrading production facilities are restricted. 
In the future, the authors believe that this strategy will 
not be in the mainstream of growth. However, it can assume 
a very important supplementary role to support the strategy 
two. Thus, future focus should be on how production 
facilities can assist producing high—end clothing rather 
than how production facilities can reduce production costs. 
In conclusion, the authors believe that Hong Kong 
clothing will grow in a dichotomized direction. In short 
term, low-end clothing items will still play a dominant 
role. However, low-end clothing production is continually 
to be moved abroad. Thus, in medium and long term, it is 
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We are students of the Master of Business Administration Program 
at The Chinese University of Hong Kong. We are currently studying 
the Hong Kong Clothing Industry and would like to collect some 
information from of your company. The information collected will 
be used for research purpose only and will be kept confidential. 
Enclosed please find a stamped self-addressed envelope. Please 
complete this questionnaire and return it to us before March 10, 
1990. Your co-operation is highly appreciated. 
1. The core business of your company is: 
[] clothing trading 
[] clothing manufacturing 
[] clothing manufacturing & trading 
[] others (please specify ) 
2. When was your company established? 
[] Before 1960 
[] 1961 - 1970 
[] 1971 一 1974 
[] 1975 - 1980 
[] 1981 - 1985 
[] 1986 - 1990 
3. How many employees does your company have currently? 
[] 1 - 19 
[] 20 - 49 
[] 50 - 99 
[] 100 - 199 
[] 200 一 499 
[] 500 - 999 
[] 1,000 - 1,999 
[] 2,000 or more 
4. What are the main three categories of clothing that your 
company is now manufacturing? What are their proportions? 
Clothincf Category: Material: 
[ ] S w e a t e r s ( %) [] Cotton 
[ ] W o o l 
[]Silk blend other than vegetable fibre 
[ ] M a n - m a d e fibre 
[]Vegetable fibre 
[ ] O t h e r s (Please specify ) 
[ ] T r o u s e r s ( %) [] Cotton 
[ ] W o o l 
[]Silk blend other than vegetable fibre 
[ ] M a n - m a d e fibre 
[ ] V e g e t a b l e fibre 
[ ] O t h e r s (Please specify ) 
[ ] B l o u s e s ( %) [] Cotton 
[ ] W o o l 
[]Silk blend other than vegetable fibre 
[ ] M a n - m a d e fibre 
[ ] V e g e t a b l e fibre 
[ ] O t h e r s (Please specify ) 
[ ] S h i r t s ( %) [] Cotton 
[ ] W o o l 
[]Silk blend other than vegetable fibre 
[ ] M a n - m a d e fibre 
[ ] V e g e t a b l e fibre 
[ ] O t h e r s (Please specify ) 
[]Suits/Coats ( %) [] Cotton 
[ ] W o o l 
[]Silk blend other than vegetable fibre 
[ ] M a n - m a d e fibre 
[ ] V e g e t a b l e fibre 
[ ] O t h e r s (Please specify ) 
[ ] O t h e r s (please [] Cotton 
specify ) [ ] Wool 
[]Silk blend other than vegetable fibre 
[ ] M a n - m a d e fibre 
[ ] V e g e t a b l e fibre 
[ ] O t h e r s (Please specify ) 
5. Was there any difference between the materials that your 
company used in 1989 and that in 1985? 
Type; Cost: 
[ ] D i f f e r e n t [] Cheaper 
[ ] S a m e with worse quality [] Same 
[ ] E x a c t l y the same [] Expensive 1 - 20% 
[ ] S a m e with better quality [] Expensive 21 一 40% 
[ ] N o t appropriate [] Expensive 41% or more 
[ ] N o t appropriate 
6. Was there any difference between the prices of the clothing 
in 1989 and that in 1985? 
[] Cheaper 
[] Same 
[] Expensive 1 - 20% 
[] Expensive 21 - 40% 
[] Expensive 41% or more 
[] Not appropriate 
7. Was there any difference between the style of the clothing in 
‘ 1989 and that in 1985? 
Production procedure； Clothincf design: 
[] Simpler [] Less fashionable 
[] Same [] Same 
[] More Complex [] More fashionable 
[] Not appropriate [] Not appropriate 
8. The main markets in 1985 were (Please use ‘1‘ to indicate the 
most important one, ‘2‘ the next important, etc.): 
[ ] H o n g Kong [] U.S.A. [] W. Germany [ ] United Kingdom 
[ ] J a p a n [ ] Canada [ ] Others (Pis specify ) 
9. The main markets in 1989 were (Please use »1» to indicate the 
most important one, ‘2‘ the next important, etc.): 
[ ] H o n g Kong [] U.S.A. [] W. Germany [] United Kingdom 
[ ] J a p a n [ ] Canada [ ] Others (Pis specify ) 
10. Does your company have your own design department? 
[] Yes (How many are there employees in the design 
department? ) 
[] No 
11. What is the proportion of buyer design in overall production? 
% 
12. When did your company purchase the latest main production 
machines? 
[] 0 - 2 years ago 
[] 3 - 5 years ago 
[] 6 - 1 0 years ago 
[] 1 1 - 2 0 years ago 
[] More than 2 0 years ago 
13. Was there any difference between the production machines in 
1989 and that in 1985? 
[] More automated 
[] Same 
[] Others (Please specify ) 
14. The latest machine that your company bought was: 
[] New 
[] Second-hand 
15. Is there any foreign subsidiary? . 
[] Yes 
[] No (Go to No. 19) 
16. Where are your foreign subsidiaries (Please put number of 
factories in the box)？ 
[ ] C h i n a [] Macau [] Malaysia 
[]Philippines f3 Thailand [] Taiwan 
[ ] U . S . A . [ ] Mauritius [] Others (Pis specify ) 
17. When was your last foreign subsidiary established? 
[] 0 - 2 years ago 
[] 3 - 5 years ago 
[] 6 - 1 0 years ago 
[] 11 - 20 years ago 
[] More than 2 0 years ago 
18. What were the motives for establishing foreign subsidiaries 
(Please use ‘ 1 ‘ to indicate the most important one, ‘ 2 ‘ the 
next important, etc.)? 
[] Lower production cost 
[] Facilitate labour employment 
[] Avoid quota restrictions 
[] Reduce 1997 risks 
[] Others (Please specify ) 
19. Besides manufacturing clothing, does your company diversify 
into other business currently? 
[] Yes (Please specify the nature of business and the year 
of establishment ) 
[] No 
20. Besides manufacturing clothing, does your company plan to 
diversify into other business in 1990? 
[] Yes (Please specify the nature of business and the year 
of establishment ) 
[] No 
21. Is there any way to sustain the growth in 1990 (You may choose 
more than one item)？ . 
[] Produce better-material clothing 
[] Produce more fashionable clothing 
[] Shift to non-quota markets 
[] Establish foreign subsidiaries 
[] Use more automated machines 
[] Change from production to design 
[] Others (Please specify ) 
22. Your company‘s sales volume in 1989 was: 
[] HK$ 1,000,000 or less 
[] HK$ 1,000,000 - 4,999,999 
[] HK$ 5,000,000 - 19,999,999 
[] HK$ 20,000,000 - 49,999,999 
[] HK$ 50,000,000 - 99,999,999 
[] HK$100,000,000 or more 
Thank you for your co-operation. 
APPENDIX 3 
TOTAL POPULATION FROM CENSUS SINCE 1921 
Average annual 
Total Absolute growth rate 
Year Population Increase (per cent) 
1986 5 395 997 409 437 1.6 
1981 4 986 560 583 570 2.7 
1976 4 402 990 466 360 2.4 
1971 3 936 630 806 982 2.6 
1961 3 129 648 1 069 648 5.8 
1950 2 060 000 1 219 527 7.6 
1 9 3 1 8 4 0 4 7 3 2 1 5 3 0 7 3 . 4 
1921 625 166 168 427 3.7 
1911 456 739 - - , 
Sources: "Hong Kong 1986 By-Census", Main Report, Volume 
1, Census and Statistics Department, Hong Kong Government, 
p. 15 for all figures except those in 1950; "Hong Kong 


































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































PERCENTAGE SHARE OF HONG KONG'S CLOTHING 
EXPORTS BY CATEGORY IN TERMS OF VALUE^ 
Category 1988 1987 1986 
Sweaters 19.6 21.0 20.7 
Trousers 17.6 17.0 17.2 
Blouses 14.2 14.7 15.5 
Shirts 13.4 13.0 12.7 
Suits and Coats 10.5 7.4 7.7 
Skirts/Dresses 6.5 7.1 7.6 
Night Garments 2 . 3 2 . 0 2 .0 
Briefs, Panties & Knickers 2.0 1.9 1.8 
Gloves 1.3 1.3 1.7 
Swimming Suits 0.8 0.8 0.7 
Overalls & Pinafores 0.4 0.8 0.8 
Hats 0.3 0.3 0.5 
Raincoats 0.3 0.3 0.2 
Source: "Hong Kong‘s Major Exports Monthly 
Statistics", Research Department, Hong Kong Trade 
Development Council, October 1989. 
a Except fur clothing. 
APPENDIX 11 
HONG KONG‘S CLOTHING EXPORTS BY CATEGORY^ 
Value: HK$ 'Million 
% Change 
Category 1987/88 1988 1987 1986 
All Clothing except 5 64,973 6 1 , 7 7 6 4 9 , 6 8 3 
fur clothing 
Sweaters 一2 1 2 , 7 3 8 13,000 10,281 
Trousers 9 11,423 10,495 8,539 
Blouses 2 9,249 9,088 7,724 
Shirts 8 8,711 8,060 6,317 
Suits and Coats 49 6,801 4,573 3,812 
Skirts/Dresses -3 4,247 4,395 3,754 
Night Garments 23 1,506 1,224 1,003 
Briefs, Panties 12 1,328 1,191 918 
& Knickers 
Gloves 5 862 819 840 
Swimming Suits 13 538 478 354 
Overalls & -46 275 512 410 
Pinafores 
Hats -13 165 189 225 
Raincoats 21 216 179 119 
Source: "Hong Kong‘s Major Exports Monthly 
Statistics", Research Department, Hong Kong Trade 
Development Council, October 1989. 
a Except fur clothing. 
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